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The Federal Reserve Board and the Comptroller of the 

Currency have considered the question “whether a national bank 

can enter into an agreement under v.-hich a line of acceptance:, 

credit nay be given by such bank, the credit extending for a 

period of nine months but the individual drafts dra*m upon the 

accepting bank to be payable at ninety days* sirht and not to 

exceed the total amount specified in the letter of credits

In this connection the Federal Reserve Board after 

consulting its Counsel wrote Mr. Benjamin Strong, jr;, Governor 

of the Federal Reserve Bank of Ne‘;; York, in substance that a 

national bank is authorized to enter.into an agreement having 

more than six months to run, by tho terms of v/hich it obligates 

itcelf for a period of time specified in the agreement, to ac

cept dr?„ftn drawn upon it, provided such drafts grow out of 

transactions involving the importation or exportation of goods 

and that the individual drafts have not more than six months'

sight to run.
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The restrictions of Section £3 of the Federal Reserve Act 

Yiould, of course, lic it  the total amount of acceptances cade by any 

one bank,, including those described, to an ar;.ount equal in the aggre

gate to not core than one-half of the paid up and unimpaired capital 

stock and surplus of the neiab9r bank, except that by authority of the 

Federal Reserve Board, under renerai regulation of the Board, a mem

ber bank ray accept for a.n amount not to exceed the amount of its 

capital stock and surplus.

It is, of course, understood that the ten per cent licift'if^ 

tation imposed by Section 5200 of the United States Revised Statutes 

is not intended to apply to the core acceptance of a b ill of ex

change, but the Board is of the opinion That the provisions of 

Section 5200 of the United States Revised Statutes would apply to 

the indebtedness arising bat'.veen the drawer of the b ill and the ac

cepting bank in case the drc/.xr failed to furnish funds with which 

to meet the acceptance at maturity.

It. should also be understood that the limitation of six 

months specified under Section 13 of the Federal Reserve Act applies/^ 

to the draft but is not construed by the Board a3 applying to the afggrei 

cent or letter of credit under which the draft is drawn. This limita

tion of six months does, however, apply to specific drafts drawn under
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such agreements or letters cf credit, and consequently, if the 

terv.’.c of the agreement cr letter of credit imposed upon the holder 

for value of the draft any. obligation to renew such draft at ma- 

turity so that the original draft with the renev^l thereof rould 

remain an obligation of tho accepting bank for a period exceeding 

oix months, such agreement would be ultra vires*

The distinction which the Board desires to emphasize in 

connection with this ruling,is this: IThile a letter of credit or

.credit agreement ray lawfully be made by a national bank which will 

extend by its terms for a period exceeding six months, the agreement 

must not be of ouch a character asgwill impose upon the holders of 

drafts i-ccc"5tec thereunder any obligation to renew such drafts so 

that the period of acceptance 3hall exceed six months in duration fp 

as to any specified draft.

Very respectfully,

Governor,

Chairman, Board of Directors, 
Federal Reserve Bank of

8/24/15,
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